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ABSTRACT 

The problem addressed in this study is the * 
identification of economic benefits generated by the 17 Maryland 
community colleges, and their associated costs. Figures for fiscal 
year 1977 are used to assess the statewide impact of the community v 
c611eges on the business sector, in terms of total impact of ^ 
expenditures by the cqlleges and their staffs, the sources of fundsr 
for the colleges, how much business property exists in support of 
their . expenditures, how much 'the credit basfe of Maryland's banks 
expanded and how much state business volume was unrealized because of 
the colleges. Impact on the government sector is considered in 
relation tor federal tax revenues and transfer payments received by 
^/the stat^;^ revenue received by local jurisdictions; the cost to the 
state for provision of services to the cbJLleges and their employees, 
and the value of state property related to these services; and the 
amount of stat,e 'arid local real estate taxes foregone because of the 
taipexempt status of the colleges. The colleges affected general - 
employment by; making more full-time jobs available, by increasing 
the earning capacity of their graduates, and increasing state and " 
local tax revenues generated b^the increased earnings. Also 
considered are the state and local investments, and internal rates of 
return for students and the public. A bibliography and review of the 
literature are included. (MB) 
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^PREFACE 



■ ' " ..... \ * < v 

In September . 1977, Dorothy Linthicura, a graduate - student at the 
University of Maryland, joined the Stdite Board for Community Cdileges staff 
as' an intern to conduct the first comprehensive Statewide, analysis 'of the 
costs and benefits of Maryland's comnftnity colleges. This document repre- 
sents a summary of the culmination? of her efforts. 

In addition to the Statewide data summarized in this report, 
Ms. Linthicum also compiled individual impact statements for each ,of the 
seventeen public community colleges in Maryland. She has developed a 
technical manual which contains instructions for updating information, add- 
ing survey' data, and* using the computer model developed for this study. . 
This technical manual ^has been made available to the colleges and a limited 
number are also available from the State Board for Community Colleges. 
Ms. Linthicura also prepared a comprehensive documerrt which aompletely 
describes the theories and computations involved in the study. This t docu- 
ment is available from the State Board for Qommuriity Colleges and through 
the Educational Resources Information Center (ERIC). 

This study was made possible through -a grant received, from the Maryland 
State Department of Education , Division of Vocational- Technical Education. 
The cooperation of the community colleges, especially the institutional re- 
searchers and the business 1 of ficers , is gratefully acknowledged. James 
Tschechtelin of the State Board: staff provided technical assistance during 
the study and Maxine J. Pope prepared the manuscript. 

. r V • - / 

Finally, the 15 tat e Board *f or Community Colleges appreciates- the efforts 
of Ms. Linthicura, who competed this complex projection time, with existing 
data, in a highly professional manner. ' . 



BRENT M; JOHNSON 
EXECUTIVE DIRECTOR 

* i '.. ' / " : ,.v \,' ' 



INTRODUCTION 



The comniunity college segment in&Maryland has offered un- 
precedented access to higher education. By lowering the cost 
of higher education to students and providing easy geographic 
access;, the community colleges have opened the door to higher 
education to many citizens who otherwise would not have be-en 
able -to oUtairi any college education. \ 

The community colleges have provided many benefits to the 
people /flpf Maryland, not only in terms of the value of the edu- 
cation provided to the students, but a~lso : iri the diversity of., 
the institutions Okemselves. * These benefits and their associ- 
ated dbsts. have been identified in general terms , but no one 
has ever -assigned numerical values to th&m.: The quantification 
of these benefits and their associated costs could be a useful 
tool in' makingV decision s t about the future direction and pri- 
orities of the community college system. The problem addressed 
in this s£udy is the* identification bf those economic benefits 
and costs; generated by Maryland's community colleges. 



What 



is cost-benefit analysis' 
— : — : > 1 z 



Cost-benefit:- analysis is a technique f(?r making decisions 
within a framework that has a wide range of considera£ions , ; 
including those which, are political or social. Irt simple terms 
it is a way of comparing a\\ cqstswith all benefits. As a 
formal technique, cost-benefit analysis in the' United States 
; dates back to the early part of the 19th-century. Since then 
techniques have improved, and cost-benefit analysis has spread 
to many fields. - L 

Because oost-benefit analysis is derived from the field 
of economics, many equate the process with numbers, dollars, 
and .cents. While a cost-benefit study can be just as useful in 
measuring such, noneconorjiic factors as the social-cultural behe*- 
fits a community college provides its students, this study will 
examine only the econotnic costs* and- "benefits --in other words, 
fthe numbers', dollars, and cents-! r ■ 

f < . } " 



PURPOSE 

• - ' . ) 

Why look at economic costs arid benefits? 

Taxpayers and their .legislative representatives at all 
levels are seeking'evrdencTe to justify the. investment made in 
public community colleges. Part "of the rationale for contin- 
ued support comes from the belief in equalisation of opportu- 
nity. Many people from "different socioeconomic levels , with 
varying degrees of ability and of all ages, are obtaining a 
higher educafTon through the community colleges. Another part 
of the rationale stems from the expectation of increased . eco- 
nomic benefits to both the individuals and^ society as a whole. 

* 

The economic benefits can be explained according to the 
varying kinds of impacts. .Firsthand, foremost is the invest- 
ment aspect o£ education. As a; result of community college 
education, both employees and their emptloyers^cah expect in- 
creased productivity and income. ' . i 

A corollary to the -higher incomes that\ collegia education" 
persons generally command is the increased taxes they also 
pay.' These taxes assist in repaying the public for its invest 
ment in the community college education/ _ ■ , . 

r- . . 

Finally, the operation of community colleges results di- 
r^ctiy in more immediate community benefits by providing in- • 
I creased jobs through expenditure of funds, and indirectly as 
t/a result of the multiplier effects of spent income. 

- - • , * 

Associated with these benefits are costs. "These costs 

include not only the capital and operating costs of the commu- 
nity college program but also the opportunity costs associated 
with the student's foregone income, tax receipts, and produc- 
tion. Income is foregone because, obviously, a person cannot 
be at work while he is in class. Similarly, payroll taxes, are 
not deducted when: a person is not on payroll, and production 
is lost. This is true of the traditional college student who 
attends , college full-time. To the extent that community col- 
lege students increasingly attend part-time while employed, 
income is less likely to be foregone with consequently less 
loss in .payroll taxes and productions The lost property tax 
receipts for college property \ which is removed from the tax 
rolls* also must be considered. While not all of these costs 
are related to £ach benefit, they, must be considered when ap- 
propriate in the calculation -©f costs and benefits. 



How can; economic costs and bene^frrts be 'measure d in education? 

~ ; : : ~~ — ; ^~ 

Economic' impacts of community colleges can be examined in 
two ways. In a short-term approach the expenditures of certain 
dollars are traced throughout a certain Region during a short 
time span, usually -one year . A long-term approach considers 
impacts of investments- over a long period of time. 
* ^ * 

Just as businesses invest in additional capital, e.g., 
equipment and new buildings, to expand their earnings, indi- ■■ 
viduals and society* can' invest in .education to expand earnings 
and increase productivity.- By paying some costs in, the present, 
they can generate greater returns in the future. This kind of 
long-term investment is often called hum^tn capital investment. 

Comparisons of future earnings and the investments made 
by cqmmunity college students and the people of Maryland der 
scribe which investments are most lucrative. Those factors . 
which are most' critical- in decreasing or increasing expected 
returns also are identified. What is- the difference , for ex- 
ample, between the student who works' 'part-time , and the one who * 
is unemployed? The State and ideal jurisdictions canvalso get 
A an Idea of how much additional tax revenue will be generated, 
-and to what extent their investments .ttill be repaid. j 

The human capital approach is a ^method of viewing long- ■''■/>■'■ 
range^economic impacts. A short-term impact study examines ^the? 
immediate affects of the income and expenditures of ttife colleges 
•on the economy of Maryland and the local. jurisdictions . Funds 
enter the .economy through the colleges from State and local ap-r- 
propriations , from out-of-state sources, and from student fees 
and tuition. The funds are circulated through the economy by 
expenditures of the college for salaries, purchase of materials, 
and capital building improvements. The impac£ N study can be 
useful in showing the State and local jurisdictions the ways 
and extent- 1 to which cojnmunity colleges contribute- to the edo- \ . 

nomic base. In addition, impact information <cah reveal , to 'the N 
colleges how' certain of their activities 1 , 'which were thought 
to be |>urely internal .matters , affect the community in direct 
atrd measurable ways. - * « 



ow can the numbers be used? - ' ~ 

" "*~ ~~ , ^ ~~ ^ . < 

Cost-benefit analysis can cause officials and citizens to 
-look at problems 'in different ways and help to raise important / m 
questions. This study can improve community and college rela- i 
tions. by revealing the interrelationship^ £he area and college * I* 
share. Public officials can be ma'de more aware of the -tax ^ • 
costs and tax revenue benefits that /the s collegfe generates. , / s 
Faculty and staff can be tnade more aware of their, immediate - . ' . 

contribution to the .community and SLtate . 11 Finally , State,, offi- 
cials and the citizens of Maryland 'can see that the qutlay -of 



funds in support of community colleges does not disappear but 
rather supports the State's economy. 

> Citizens often only view the ^community college as a cost" 
to be borne. Educators/ on the other hand, are inclined to 
dwell cm economic, cultural, and-recreation contributions and 
the^ visibility an* institution brings a community. Neither po-. 
sition adequately portrays the true circumstances unless the 
two are considered together in light 'of the actual facts. JrThis 
study provides soipe of the facts. 



LIMITATIONS 



What don 1 1 the numbers show? 

*— . «, . - 

Colleges are not banks; they do not propose to make mon^y 
for investors. They do t^y to enlarge a student's world by 
introducing 'new people, new activities., and new Ideas-. Care- 
ful addition, in short, allows the determination/of the costs 
of a community college/education, but- even the most accurate 
estimates and projection? of economic impact , salaries , fringe 
benefits, and employment levels cannot revqal its ^total value. 

There are several technical limitations which also shouLd 
recognized. ^ Fof example , in usin<g a Multiplier effect to 
mVasure. thejg*xpansion of . .the^ initial investment fjrom cycles of 
respending/ it is assumed that the money would* not have been 
"spent otherwise. This can 'be argued readily at the local level 
but is 'questionable at the State level. Multiplier effects are 
generated only, by spending that- does riot withdraw' resources 
from alternative /^Lises in the area. If no community colleges 
existed, it could be argVed that the money would have been 
spent on the other segments of higher education or by consum- : 
ers who would be paying less taxes. * This study, however, which, 
attempts to estimate as closely as possible the" total impadt of, 
community college spending in Maryland, will use 'a multiplier 
effect. /The assumption is made that money spent in support: of 
community colleges would not have otherwise been spent in Mary- 
land. For comparison, estimates not including the muftiplier 
effect are included. 

H It should also be rioted that this study, makes use of exist- 
ing data from the State Board for Community ' Colleges and the 
seventeen Maryland community colleges; from federal,* State , .and 
local agencies ; an f d the literature in general.^ Because no' new 
data were compiled, estimates based on similar studies, aggre- 
gate data, arid judgment werd necessary. However, actual figures 
for most of the critical ^information were- "available . Some 
error also might have been introduced^ in the attempt \o repre-> 
sent all values in 1976 dollars. For* example", the- Census ^of 



Manufacturing, which was us'ed, ( to assess the economic base of 
the State and local subdivisions, is taken every five ; years . 
Because- the' 19 22 -version, which, was published in 1976, was, 
us.ed, it was necessary to estimate the growth between 1972 and 
1976. , V * % • . • 

One Vther wordr&f (caution should be mentioned. There is 
no way toyadd all benef i tsoin a credit column and all costs in 
a debit column to come out with one neat answer. First of all, 
some expenditures $nd, costs would be listed more than once. 
Secondly, the impac)t analysis computes both- stogk dnd flow figr 
ures. These- are economic 1 terras which ,refer to spending on 
items which are quickly consumed (flow) , and spending on* items 
that have a longer life span (stock). Theoretically, these • 
cannot.be added to, or subtracted frogi, one another, A /third 
related point deals with the use of human capital and impact \ 
analysis in on£ study. 'Like the stock gopdS, human capital 
studies deal with* long- term investments. The results reflect 
increased earnings or taxes over a lifetime,. The impact analy- 
sis is comparable >to tphe flow good because an assessment of ' 
the expenditure impacts is made only for the 1977 fiscal year. 

Cost J benef it analysis does not pretend. to be a perfect 
technique. Although economic analysis has many imperfect ions , 
its can be an effective t.OOl. /Tt\e difficulties are riot ere- 
ated by cos t-hjenef it analysis. Moreover/ they do no»t render^, 
quantitative analysis useless. They <afcnply mean that one ^hjs , 
to be discriminating about when and howco use various toelys.4' 
[18] * \J S • 



parti: economic* impact. of expenditures" b 
introduction ' ... ' * > 

The seventeen Maryland community colleges circulate funds 
through the economy by expenditures for salaries, purfl^se of 
materials , 'and capital building improvements . The £^5d£ . come 
from internal sources, including State and local appropriations- 
student fees and tuition, and from external sources, such as- 
the federal government. It is through the circulation; df -these 
.funds that the colleges genetate their economic impact! 1 

> The purpose" .of this part of the study is to estimate /the, 
effect of the Maryland community colleges on the State's econo- 
my. In the past higher education ha€ not 'been measured by eco-. 
nomic^c-riteria; more idealistic goals have been used-'instead. 
These goals are probably still the' most valid measures of -suc- 
cess, but £s the cost of higher education increases, other > 
criteria have become increasingly important/ The utility of V 
.■' education in the work force and the economic impact 'of higher 
< education on a community and a "state are two such criteria. 
..The effect of the product, or, the educated individual, wili be 
discussed in Part "II. / This, section .'will look at the- actual . 
effect of the income and, expenditures of the seventeen commu- 
nity colleges on the State's economy. - : 

" . ' ' ■ ' •• V . . ■ , 

Linear cash- flow equations are used in this- study and in- 
clude only, yrtiat x can be readily Counted. They attempt to iden- J 
tify whQ i^s- spending, how mucfi? is spent, arid where spending is ' 
being done. ■ Mo" single) figure '-tells' the story. A -efollBgfe can 
*h.ave several kinds of "economic impacts ,' some of which might be 
more important ^than others The impacts Considered in this 
part of the study are current' (-fiscal* y 'ear 1977) and short 
"range-. Thi$' study also tries to look at both sides of the 
picture-, not only the benefits of spending toy" colleges and 
their staffs in > the Statei, -but also the. costs of supporting 
them. f 1 V , - . ' ■■ < , • a 

\ — \ > « \ 

Illustration 1 portrays in a schematic form'' the income-' 

'"expenditure relationship between the colleges',, income recipi- \ 
ents, and the surrounding business community. The ' direct ion* ^ 
of the arrows indicates the directiqfi of *eithe.t an income pay- 
ment flow (I) or a purchase_ expenditure f low (P) Thev term 
"income payment" refers primarily to wages" and salaries paid '* 

-i^y employers to employees. The term "purchase expenditure" 
refers to purchases by consumers and purchase of intermediate 
products by business .... A main obj ective^of this stffdy is to 



estimate, where feasible, the magnitude 'of cash flows 
land which, are related to 'the seventeen 'community col 
' The r orvl.y out-of-st'ql?a Jflow- estimated in tha^ study is 
of: in-'St^te <expen<$&t1^fes by ^out-of-state faculty and 



ILLUSTRATION 1 



RYLAND COMMUNITY COLLEGES 
WHERE DOES' THE. MONEY GO? 

•»••:; - 

■ r . ■ ■ ' 



in Mary- 
Leges .. 

the level 
staff. 



Where 
Does /the ; 
Money Go? 

• College- related 
"business volume 

• Value of coOege- 
related business 
property 

• Expansion of 
banks' credit * 
base from 
college-related 
deposits 



Student 
Tuition 



-State Aid 



Local Funds 




V ' • College-relafcd State & local taxes paid ■ 
"\ • Government costs of college-related influences 



Jobs attributable 
to. presence of 
college. ( 
Income >rom 
college-related 
jobs 

Increased earnings 
from college 
training 



Income payment P = Purchase expepdifure ' — = Indicates direction of cash flow 



An essential ppinjc ; ; which is not expir^itly shown in Illus- 
tration' 1 is' ttiat an increased level of purchases from both 
Maryland and .out-of-state, businesses resut-fes in increased income 
in" the form of wages, interest" rent , and profit. Additional 
income flows generate^ additional purchases,, which in turn create 
additional incqme. A circular process r-esults .witMn the period 
o«f a year causing in economic terms a "multiplied effect." This 
means* that the total, income for the participants as a group is 
increased/ 

CJJhe models' or formulas used in this s.t^ciy are not. appro- 
priate for' either planning or forecasting purposes. They do 
not include business cycle impacts on the State nor do they 



take into consideration multi-region interdependence. This 
, means they do not take into account the tempo of economic ac- 
tivity, the economic calendar, or economic stability. The 
models do describe, however, what is happening to the money 
the public invests in Maryland's community colleges. 

The' models are also limited to estimating short-term eco- 
nomic . impact . They are not concerned with the ultimate eco- 
u nomic impact of the collegeVupon the State, and they do not 
consider what the State might have been like without the col- 
leges. The type of impact reported in this study applies to 
operations ■ in a typical year, with the assumption that this' 
wou^ld be similar to other years. 

The models provide a built-in understatement since the 
actual economic impacts are probahly greater than the figures 
suggest. The models also are flexible and comprehensive in 
. the measurement of dollar outlay, and they indicate where and 
how the dollars invested in community colleges were spent. 

The equations .or models use data that are available from 
the -State Board for Community Colleges and college records, 
State and local governments, federal and State statistical' 
publications, and the literature in general. A balance was 
attempted between accuracy and ease .of data acquisition^ The 
models developed by Caffrey and Isaacs and published by the 
American Council on Education [7] were modified to apply to 
community colleges and a statewide system of higher education. 
They should not be expected to reflect a comprehensive, in- 
,depttf picture of all. possible economic relationships between 
the colleges and the State. The precision of* the figures^ in * 
this part of the study may not be as important as fyeir clarity. 
The assumptions behind them are specific but may be modified if. 
additional information becomes available. As a general rule, 
the approach has been conservative in nature. if a larger 
ibenefit could not be documented , even though it' appeared to be 
accurate, the more conservative figure was used. 

In one regard, the study measures '^inclusive" impacts, ir\ 
the' sense "tha"t)i't includes ".al 1\ full-time employees who might ' 
or might not h^ve lived and worked in Maryland if the colleges 
did not exist.'* - However , student impacts were not assessed be- 
cause it could be^rgued that they would have lived and, there- 
fore, spent their mbnfey in Maryland regardless of the community 
colleges. (Only 3 percent of the total student population came 
from oi^t-of-state . ) The younger students, for example, might 
have entered one of the State colleges or universities, while 
older, part-time students might have elected to go to a State 
institution or a proprietary school. 
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The study area includes the entire State, of Maryland, - 
including those counties yrtiich do not have a community col- 
lege. The State Board .for Community College's estimates, that 
over 98 percent of the^Maryland population has direct access 
to a community college-. The colleges serVe rural -students as 
w£ll as suburban and urban populations that live in the three 
Standard Metropolitan Statistical kreas (SMSAs) of Baltimore 
City, Washington, D. C. , and Wilmington f , Delaware.- 'fn the ." 
Fall of 1976, almost . 80, 000 students were enrolled in credit 
programs in Maryland.community colleges and thousands more-* at- 
tended noncr^di*t^c losses . '* • % 1 

It has never been the primary purpose of community col- 
leges to create jobs, generatre business for entrepreneurs, or % 
boost sales of durable goods in Maryland--such functions alone 
can be better performed "by a variety of other institutions in 
the public and private) sectors . Community colleges -do make ' 
higher education accessible to a diverse cross-section of Mary- 
land, citizens and in carrying out this primary task, create, 
jobs, generate business , ari?l increase sales. 

• • • \ ■'■■<'. 
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SUMMARY OF THE- STATEWIDE ECONOMIC IMPACT 
OF MARYLAND COMMUNITY- COLLEGES : 



This section discusses, the major findings and res'ults of ^ 
the Statewide Economic Impact Study. Although all the impacts 
originate^ with the_ activities' of the seventeen Maryland commu- 
nity colleges, there are two basic channels, through which they 
flow into the^'State: the institutions themselves acting as 

'^corporate entities, and the faculties and staffs of the col- 
leges-acting as individuals. The details of- each calculation 
and.,, sources of data are included in the comprehensive report 

, available at the State Bbard for Community Colleges. All 
figures are for the 1977 fiscal year unless otherwise specified 

• ' . .. BUSINESS. SECTOR 

\' *■ numbers in this section attempt to estimate economic 

.impacts of» the Maryland community colleges on State businesses/ 
This study estimates impacts 6'f the ' expenditures in Maryland 
of the colleges, their faculties and staffs; additional spend- ' 
ing stimulated by college-related/purchases ; the value of State 
business property committed %o coffege-related business; expan- 
sion of Maryland banks' credit base resulting fi*om college-. r " 
relate^ deposits; and the business volume unrealized because, of 
the college^ 1 auxiliary enterprises-. ■ - s 

. ■ , ^ - ' . ■ 

What" was the total impact" of expenditures by the Maryrand 
community colleges and their staffs? ^ " : 

The Maryland cojnmunity colleges rival many of the State !s 
.businesses in total volume of business expenditures in the, ' 
State and local subdivisions/. Total direct and indirect, ex- 
penditures attributable to .the seventeen colleges in J^76-77 
wfere almost $124 million. Of this, <Lmost $62' million'were 
direct expenditures by the* colleges and their staffs. This 
includes in-State expenditure's by' colleges for supplies and 
other goods and services: by in-State, faculty and: staff for 

-housing, goods, and services; and. by out-of-state employees for 
goods and services. Another $62 million were indirect expendi- 

^ur es^:by"|^ c al"" 

college-related business volume. Total direct and indirect 
expenditures are computed by applying the accepted Statewide 
multiplier effect of' -2.0 on the .direct State expenditures. 
The multiplier effect is^ an economic gauge .of the expansion 
of dollars injected inro an -ate<a from a single source resist- 
ing -from cycles of respending. ^ 

One of the reasons the colleges 1 impact is so significant 
is that more than 95 percent of their- staffs live in Maryland. 
Because education is labor intensive., about 75 percent of the . ' 
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colleges 1 budgets are for compensation of employees, and ^lulost* 
all of .the more than $62 million of disposable income (net in- 
come after deduction of taxes and Social Security contributions) 
that faculty ^nd staff receive from the colleges is spent in 
Maryland. The colleges themselves also buy almost 70 percent 
of their goo»ds and services from suppliers and individuals in 
Maryland. . ; 

What were the sources of fun ds for Maryland community colleges 
in FY 1977? ~ ■ / 7 

Maryland community colleges in FY 1977 receive^a t t:'otal ©f 
$28.6 million from student tuition and fees, §3,7 . 7/^nil r lion from . 
State sources, $31.8 million from local sources", $f4.4 million 
from federal sources (not including pass-through funds received 
by the colleges for student aid), and $2.1 million from other 
sources . 

r% . ' 

How' much* Maryland Easiness property exists In support of the ex- 
penditures \ of Maryland coibmunity colleges and tneir employees? 

The direct expenditures by the* colleges and their faculties 
and staffs do not capture the full impact of suph activities on 
the economic base of* the State. The, value of Maryland business 
property, including both real .estate/Shd; inventories that existed 
r in order to service the colleges and college-related business 
transactions, was worth an estimated $53 million in 1976-77. 

How much did the credit base of Maryland's banks expand as a 
result of Maryland community colleges? ^ ~T ^ \ 

• : \. /' ' s • * 
Both personal arid business incomes related to college ac- 
tivity have an additional impact on the State, through their ex- 
pansion of the credit base in State banks. The Maryland crecilt 
base w$s increased by about $25 million as .a direct consequence 
of college-related deposits. A large percentage of this effect, 
comes from the personal account3 of .faculty and staff, fa-s well 
as the ca^h| deposits of busiriess related to their college trans- 
actions. /*Ae colleges themselves '* deposited an averag^^ $11 
~T7ii~l"l±on~riLji ^.me-^and ^demaTid" ac c otnrt s . in S t a te ~bank*S". — * 

How much State business, volume was\"utirealized in th e business 
sector because of Maryland ^community colleges? : 



;To the extent that the colleges 'operate enterprises or y 
provide services in competition -with business,, the receipts from 
these activities shoul\d be recognized as n£t subtractions from 
potential business volume . The receipts from college-operated . 
cafeterias, books tores ,\day care centers, and other auxiliary 
enterprises make up abouk $5. milliop of foregone business by 
State enterprises'. -This ^moun^jg]ig>ild be netted out against 
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the positive impact on £tate<*usiness volume detailed earlier* 
This figurd is probably high because it does not lake into ac- 
count the business that existsAecauseSthere is- a tollLe such 
as book salejs in a bookstore. .■■/•■■ L T s ' sucn 

. <' ' ' GOVERNMENT SECTOR 



* 

s 



Educational -institutions not only hold significant amounts, 
of g A al property exempt/from- taxation, but colleges and their 
staffs also make demand's otf government for a variety -of services 
; from education % to heal/th. The, following figures outline the^ ' 
contributions made by/college-relat^d influences .to the public 
sector and then asspte the cost to, the State in terms of fore- 
gone propfcmjaatfs, ^sts of services, and the operating costs ' 

of their%t]^ the ' coll ^ es and ^ households 



'How much 'tax revenue a rid transfer payments did the State of 
^Maryland receive bec ause of the presence of the* collegesT 



> 



, Although the colleges, operate under a tax-exempt status 
they are nonetheless responsible 'for direct and indirect casn 
payments to the. State. It is esti'mated v that Matyland in' 1976-77 
received cash revenues of about $9 million from taxes paid bv 
. faculty and staff, 'from the federal government, and from taxes 
on business -property allocable to college transactions. 'VThe 
■??yS e Snnf t 5 e 5 e r fvenues were. real and nonr/al property taxes 
($153,0003, federal aid to public schools fir children of college- 
■ r ,t} a Jni ^ llies 1 ^286,000),, federal aid t o community colleges 
^tync'nnnl -excluding student aid), Stati^Lnco'me taxes- 
if 2, 445, 000); and State sales taxes ($1 , $06 , 000) . (See Table 1 
page 14.) 

, How much revenue^, did the l ocal jurisdictions receive 'bec ause 
* . of the presence of the colleges? ~~ — 

* «... * 

< " Local jurisdictions received an additional $48.7 million 
directly or indirectly from the community colleges. This' in-* * 
eludes State and ■federal" aid (ifcludfng aid for the colleges • 
but not federal student aid) an? other local government receipts 
derived from the colleges, their faculties and staffs, and the 
related business activity, such as income-tax. (See Table 1 
■\ l 'page 14.) v ' 

' < . -d ' 

■-How much did it cost the State of Maryland to provi de services 
— for ^lieges and their staffs? r ,, „ .».,. __ - , 

• * r ^^'fpate provided services for the faculties and staffs 
' °f c 2i le § es va ^ed at more than $8.8 million: $1.9 million 
of this ^presented the cost to the'State of -providing public 
9 school education for the children of college personnel/and the 
ER J C balance, $6.9 million, represented the expenditures for services 



TABLE 1 ^ 
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J ■ MARYLAND COMMUNITY COLLEGES ... \ 

COLLEGE-RELATED REVENUES RECEIVED BY STATE AND LOCAL GOVERNMENTS. 

1 r 



*> 
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-k j/ederal aid. 
, 2 State, aid. ' 
3 Federal and State alfl. 
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Variable / State ' Local 



TOTAL REVENUES .RECEIVED •• / $ 8,977,224 $46,583,793 

College-related real estate taxes / 153,282 1,585,659 

Real Estate taxes paicl by colleges. / 50 * — 1,368 

Real estate taxes paid by faculty and staff 1 110,437. 1,359,086 

College-related 'real estate taxes paid by businesses • 47,795 225,205 

'* ' * • • 

Other college- related property taxes J 73,112 - "■ '244^84 

Nonreal propertyi'tax paid by faculty and st^ff . . 38,953 , 203,740 

College-related inventory taxes. : . paid by businesses 34,159 40,944 

Sales tax received 'from college-related purchases' 1,506,052 , _i \ 



College-related income-taxes j 2,445,167 • * 939,866 

• t ' • • 

College-related aid to .public schools , 286,196 1 1,533, 543 2 

; ■ 7 r 7 



College-related revenue sharing 139,406 * " 184, 797 1 

" ' - ■ C V > 

Aid to community colleges' 4,374,009 * 42, 095, 246 3 



■ . 

other* than education. Faulty and staff members are estimated" 
to have 2,761 children in tfietpublic schools. Because no al- C 
lowances were made for personnel who would; live in Maryland in , 
the absence of community colleges , ^the estimate of tqtal costs 
may have been overstated. (See Table 2,' page 16.) 

• What is' the value of State property related to services provided 
for the colleges and Jzheir employees? J 1 

: An^j^direct cost is the value of State property which^is 
allocated to that portion .of services' .the State provides for 
.college-related activities. This represents the public invest- 
ment in State property necessary to service the college and its 
staff. It is similar to the ■ investment fin plants, equipment, ^' ' 
and inventories in the business' sector that e2p.sted in support 

. of , the colleges and their staffs. . . 4 

» <% 

i. ■ 

: - Earlier' it was estimated that the value of the services 
Maryland provides the colleges and their staffs was over $8 mil-* 
ilion. This study attempts to calculate what proportion of all 
State-owned property exists in support* of these services required 
by the colleges and their staffs. The value of State property 
related tcthe colleges is estimated to be $1.3 million. 

- Hdwjnuch State real estate taxes, were foregone by the State 
of Maryland because of the tax-exempt status of the colleges 
in FY 1977T ' : 

Foregone State re/al estate taxes on the colleges' tax- 
exempt' property are esp^WL^d at ' $22 , 000, "based on- a tax rflfce 
, of 23 cents per $100 of jpfllssed value. The simplified prole- 
-dure which was used to avoid 'complex estimations of property / 
values has probably resulted in an understatement of the value / 
of both State and local foregone prope^ty^ taxes . . • . 

How much local real estate taxes were foregone by the local 
\ jurisdictions because of the tax-exempt. status of the ' 

collegesT '. : ' ~, r — * V 

The local jurisdictions were not able to realize another 
$557,000 in real estate, taxes because of the colleges 

These ' estimates for;:both -local and State foregone taxes 
are' 'based on a simplified procedure wh^.ch essentially multiplies 
the total prop erty «tax revenues of the jurisdiction by the* col-", 
lege ' s7pro"port ionaT~s har e o"f~tHe" geographical area." TEis~was 
.done to piai^rwsking specific assumptions" about the value of each 
piece ^^l^eQperpy and, more importantly, its relation to the 

surrounding property. It also should )be note^i that the 
self-provided over $1 million in public municipal-type t> 
such as security, street lighting, road maintenance, 
jERjcand garbage collection. . 
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• I MARYLAND COMMUNITY COLL|GB| , ' 
'COLLEGE-RELATED COSTS TO S^ATE AND LOcii| GOVERNMENTS 



i 



Variable • ' • ,^ » * State 
- - — 4 



College- related costs 16 .governments fbr public and other services. $ : 8,829,718 
College-related costs of services other^than publie^schools 6,917/84 
College-related costs of qperating public schools ',' i|. '. ' 1,912,234 ' 



Value of college-related government property 1 302 939 

i -V, - ■ J .% ■ • — 1 — 

Real estate taxes, foregone, through tax-exempt status of the, coijeg^s 21^814 

Real estate taxes paid by the .colleges / , ^50 



Value of local government-type. services 'self-provided 
by the colleges 1 




-» -h- 



1 ' I' ' ! 

1 .Variable not used in State model. 
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GENERAL EMPLOYMENT 



Howjmany full-time jobs are available in Maryland 1 because ( * 

of the colleges? : ~" 

Impacts from the seventeen community colleges on private 
individuals in -the State of Maryland are largely through jobs 
and employment opportunities. It is estimated that about 6,700 
jobs in Maryland are a result of; the activities of" the community 
colleges, .4,450 of these directly with the colleges and 3,250 
created as a consequence of college-orelated business andjgovern-' 
ment expenditures % The total jobs are 'calculated by multiplying 
a^ conservative ; employment multiplier effect of 1.5 by th© number 
o'f -full- time jobs at Maryland community college's .in 1976-77 . 
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INTRODUCTION 



PART II: 



HUMAN CAPITAL INVESTMENT 



V 



Education is one way that people invest in themselves . 
By paying some cos ts^* in, the present, they can .generate greater' 
returns in the future. 4 As the terso^human capital 11 implies, . 
indiyiduals have certain capacities or skills of a cognitive, 
physical, social , or psychplogical nature witfi which they earn 
*a living. Higher education is capable "of teaching a persqn / - 
general facts, the use of specific tools, and general problem- 
solving techniques. Higher education also can influence a 
person's behavior by making him more tolerant of diversity, « 
better able to stand stress a better leade^ and . mentally more 
disciplined. All these factors could make a^Ferson a more pro- 
ductive and effective worker and therefore" able ' to . command a 
better income. 

There has ' been- considerable study and much controversy 
about how education and earnings are causally linked. While 
there may be some doubt as to whether ediicatidn is a sufficient 
condition for obtaining a higher paying job, it does appear t<$> 
be a necessary catalyst for at least the "majority of the popu- 
lation 

* 

Economists have known a long timq that people are an im- 
portant ptirt of the wealth of .nations . : But wh^t many have 
failed to examine is the simple truth that people invest Jja 
themselves and that these investments are very large. MMy 
paradoxes aboitfc a dynamic economy can be resolved, once" human 
investment is taken into account. v 

How are human capital investments measured? ^ 

Three approaches have beefr used to quantify. 'the impact of 
human capital. ^ * ^ 

-0£ten-a^simple— cor-r-e-l-at-io-n— i-s— ma(de- be-tween~some— measure 



of educational activity and an index of economic activity: 
For example, enrollment ratios' have been correlated with GNP ' 
per capita, indicating a positive relationship. However, this 
fails to show cause and effect relationships!. 

Second^ the ''residual approach^ 'aWfesses tt\e total iri- 
crease in. the economic output of a region for a period of time, 
measuring' the -impact of identifiable inputs and then attribut- 
ing, the residual to unidentifiable, inputs , the most important 
;, of /which is human capital. 

! * 19 * 
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The third approach, which is used most often in human 
capital research, contrasts the future lifetime* earnings of 
people with less education with people that have greater edu- 
cational attainment. The rate of return method seems to be 
the'most precise because* it relates not only benefits but also 
^costs ... ' - 

To calculate a rate of return, it is necessary to know 
how much ' education costs, v how much the college educated earn 
compared to those without a college education, and how much 
those 'future earnings are worth today; The comparison of these 
cost's and* benefits results in a measure of human capital in- 
vestment . ° 

How are future earnings estimated in terms of today's value? 

"Present values 11 ,,; are obtained from expected future values 
tyr^a jpethod -economists call discounting. This concept is as 
fmportant in the financial world as it is in the economist's 
theoretical world. Prospective purchasers of any asset have 
their eyes on future income or increased wealth -from the owner- 
ship of the asset.-. Thein demand, for the asset- reflects their 
estimate 6f the total future earnings. That is why, for ex- 
ample, the stock of a corporation that is not earning any net 
income now. may still sell for a high price. It *is also the 
reason that some people invest in education feven though there 
may be a net loss in the present or immediate future. 

Wealth in the future, however, is not worth as much as' 
wealth now. Consider the investor that can ordinarily earn 
10 percent on his money. For;him, $110 a year from now is 
worth. only $100 now. To determine the- present value he dis- 
counts future wealth at the rate of 10 percent. He divides 
$110 by 1.10 (1 plus 10 pexcent) to obtain |Jie present value 
of ,$110 a year from now. . 

Money Available today can begin ttJ^pay dividends immedi- 
ately, while money available in the future cannot. Even though 
^a person with higher,, education may be able to earn more than 
someone with less education wheri^he is in his forties or fif- 

Jtl e_s_ ,_hj£_m i 

and invested his money in a certificate of deposit. 

•»•■♦*' . * 

The same theory is used to . determine present value from 
any point in the future. For 'example , ' hbw would our investor 
determine the present value of $100 four years from now? The 
presenfvalue of $100 Received four years; from now ;is $100; 
d±v±de&\y 1.10 to the fourth potter (1 . 4641) , which^works out 
to a/bout $68.30. ■ : j N , 
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Th£ following is an example of how discounting wor£s in ' 
.making an investment decision ancl why present values ard nec- 
.essary. - .' ' . , 

Joe Jones has $10,000 which he can" - invest in- a savings " 
account that earns 10 percent interest a<year. He could also 
buy into a new company, with anticipated net revenues of 0 the 
first two years, .$1,500 the' third year / $2 ,000 the next 'two 
years, $2,500 the sixth, seventh; and eighth years,, and $4,000 
th'e following two years. Prof it , becomes negligible past that 
point . 

At first^ glance , .by adding up the profits, it woifLdap- 
pear that Mr. Jones would receive $21,000 return 7 'on his, $10,000 
investment, which -would be 4 ' greater than thd return from the 



it.. But ^£'$4,000 he : earns in 10 years is not 
worth as . much to 'him as it would be' if^.he could invest .at' now 



savings account 



By estimating the present value of those net revenues, he can * 
decide if he jshould invest his money in the new business. - 

The discount rate used, i£ the best interest available in 
a guaranteed/ investment , which for Mr, Jones is 10 percent. 
The present value of- the net gains is. $10,834, which 'is only 
slightly greater than his initial investment of $10,000'and * 
significantly less than he could earn by putting his money in 
a Savings .account-. Part of the reason for this is the low re- , 
turns early in the life of the investment. Had he 'earned 
$4,000 after the first or -second year of operation, the results x 
would have been signif icantlf different. , 

The concept of present value is important-' -because huitfan 
capital benefits accrue oyer a lifetime.- It &s necessary <to 
know the present value of increased earnings due to education 
during a person's entire productive lifetime. ' « 

> < » * v 

It would seem to be a lot easier' ttfrjust add all earnings 
differentials instead of gping through the; complicated dis- 
counting procedures. That sum, however, would nyot mean very ' 
much' to the. student thinking about .making an investment, in edu- 
cation or & government trying to assess costs and befief^ts. 
^ust""as~a"pplesf"an"d — oranw 

•P^-^t« A -: v _ _ _i _i _ _i . , P . . / A. 



from different years cannot be added together without distorts • 
ing the Results and overestimating true values: 

What are the^osts. of human capital investments in ^ducati-on? ^ 

The costs of education can be divided into two", catjegpries . ' 
First, there, are the direct cos ts* 6f salaries * supplies , build- 
zings, and student tuition and fees/ -Then there are indirect, or > 



^ » . -i- w w . L.Liti.t a J, U J-11U.J-JLCL.Lj UJL ' 

opportunity costs that take the farm of foregone student income.. 
°\ ^fi )re g° ne tax revenues. - - •" * • • -^s\.^ 
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Many researchers feel that foregone * income is the„ primary 
cost of d!irect s "and indirect expenditures in education*. This . 
is the income that a student could have earned if he. worked * 
full-time rather t;haH attend school. From society's point of 4 
viewV forgone income reflects output that is not being pro- 
duced because a potential labpr source, has been withdrawn from 
. the 4 labor market . ' . ■ t > . . • 

m . .. It is true that the foregone earnings cost° is not out-of-' 
pocket / but it* does impose a financial sacrifice,' particularly 
oh low income families. 'Illustration 2 indicates how the i#- 
(illusion of foregone earnings affects tHe total jgost of higher, 
education to the individual-' and his or her .family^ (Illustra- 
tion*'^, page 23.) - * * 

What are the benefits of human capital investment in education? 

On the plus side of the question is the increased prqduc-^ 
tivity that comes as a.resuttr^qf education. The main measure 
of this productivity is the higner earnings ^students get be- 
cause they, attended college., This study was, interested in -the 
difference in . earnings -between high school .graduates and those 
with some college education. Students can also receive bene- 
fits 'in the form of financial aid or scholarships while they 
are in scho'ol. Society as a whole -'benefits from the increased 
productivity as well as the greater tax revenues from the in- 
creased wages. "" . . . 

What Is the .difference -between social human capital as opposed 
to private human capital? ■ \ ? 

\When lboking at private human capital investments, only 
factors affecting the individual are considered. On the cost 
side are tuition and fees, books and supplies, atid foregone 
earnings. -On the benefit side are financial aid and the pres- 
ent value of earning differentials. This is the same\ informa- 
tion that a studeftt probably uses in making his decisions ^bout 
'»whether or not- he wants to go to college, where he wants^-£6 go, 
and what his future benefits* will be. It does not consider . . 
other noneconomic factors which may for sdme pepple be more 
~im|^6rT^ economic ones" * ~ ' " " 

" b * ■ v ' 

b The social human #apital model takes into account all costs 
and benefits to society as an economic entity. To the student 
costs are added the public costs of subsidies to higher educa- 
tion. For Maryland community colleges the largest portions a^e 
contributions from the State and- local governments.- The final 
figures reflect the value of the increased productivity of so- 
ciety as a whole. ' 1 < 
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What do the number's mean? 



There are two ways. of calculating human -capital invest- 
ments. The simplest is to estimate. the present value of all the 
costs and compare it with the present value of all the benefits. 
This results in a dollar amount that can. be cpmpared with other 
investments. Much depends on the discount rate selected since 
a high rate will yield lower, returns than a low rate. This is 
illustrated by going back to the example of the investor who 
was computing present values of $100. The present value of 
$100 a. year from now at a 10 percent discount rate is $90.91. 
If a 5 percent discount rate is used, the value would be $95.24. 
For investments- that stretch out fpr long periods of time, such 
as education, this can have a huge impact.. 
a ' 

Another 'way of looking a£ human capital investment is by 
computing the "internal rate of return." Instead of the dis- 
count rate being selected- because of present market conditions 
or common assumptions, the discount rate is computed. This is 
used more often because it allows comparison with those* invest- 
ments which have a guaranteed rate of return. -For example, this 
study estimates'' that a woman who is" unemployed and attending' a 
community college "full-time can expect a 5 ^percent return on her 
investment in education. Although she pjrotfably could' get a 
better return if she worked and invested the money spend on 
tuition, fees, books, and supplies, she* may feel that the non- 
economic benefits combined. with the expected economic benefits 
mak^e .higher education wor\th her time and expenditures. . 

' SUMMAg/T OF HUMAN CAPITAL IMPACTS ■ * 

How-much more tponey in present dollars will a Maryland 
community college student earn during his or her\.ife 
than a hi-gh school graduateT ~~ " 



On the average, a student will! earn between ^4,346 and 
$17,345 more, depending on tfte assumptions made and the dis- 
count rate selected. In computing these amounts, .costs include 
the amount the student spends for tuition and \eesP, books and- 
supplies, and foregone earnings. benefits areYtfe difference 
jrff earnings between a high school graduate and a- person -,with 
<less than three years of higher education. The first number 
5-S a' more conservative estimate that was computed with a c 
10 percent discount rate. The second used'more liberal assump- 
tions, including a 5 percent discount, rate , a 3.5 percent growth 
Xate adjustment, and an ability factor of 15 percent as opposed 
to 25 percent. (See s Table 3, page 25.) . v 
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TABLE 3 

MARYLAND COMMUNITY COLLEGES 
HUMAN CAPITAL 




Category 
Average student 



Male 



Part* time student 
Employed full-time 
Employed part-time 
Unemployed 

Full-time student 
- Employed full-time 

Employed part-time 

Unemployed 

Female " 11 

Part-time student 
Employed full-time 
Employed part-time 
Unemployed 

■Full-time student 
Employed. full-time 
Employed part-time 
Unemployed 



Present' Value ol Investment 

in Community College Education 1 



Private Return, 
for Individuals 



C onservat ive 2 Liberal 3 
$ 4,346 $17,345 



Social Return 

for Individuals 



C onservat ive 2 1 Liberal 3 
$ 3,078 $16,008 



Internal Rate of Return 2 

Private Social 
Investment Investment 



26.85% 



14.9% 



.15,335 . 
9,540 
2,547 


40,960 
34.751 
27,260 


14,110 

0 j JlJ , 

1,122 


39,648 
.25,948 


77.5 
18.7 
11.3 

•9 


11,224 
8,567 
, 5,361 • 


> 

34,372 
31,588 
28,229 


9,909 
7,252 
4,046 


« 32,994 
30,210 

26,^51- 

/ 

■ \ 


1 

108.5-, 
'23.6 
/ 14.9 


1,203 
-916 
-3,179 ' 


I, 231 

II, 960 
-464 ' 


-22 

. -2,141 
-4,404 ... 


2, 'n<f 

648 
-1,776 


21.4 
7.2 ' 


1,308 
-144 
-1,694 


4,165 
2,643 

r;oi9 


-7 

-1,459 
-3,009 


2,787 
1,265 
-359 


31.1 ' 
9,2 
5.4 



40.5 
16.8 
10.7 



45.8 
18.6 
13.2 



10,0 

* iX 
2.4 " 

r 

9.8 . 
5.8 

3.8 ' 



1 1976 dollars. , 

2 JJased on 10 percent discount rate, 25 percent ability factor, no growth rate adjustment. 

Based on 5 percent discount rate, 15 percent ability factor, 3.5 percent growth rate adjustment. 

'erJc • . 29 y 
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How much more money in present dollars will be earned 

by Maryland community college students enrolled in college 
in the Fall 1976 semester becaugespf the total investment 
by -the State of Maryland, the local jurisdictions, and the 
studen ts themselves? ~ , 
^J* — 

*. • The sod ial human capital model which takes into account 
all costs and benefits ^o society as an economic- entity, is 
used to answer this qu«ti^n.\ The present value of the in- 
creased earnings from Jwffmnity college students attending 
schools during t^he 197VTall semester is between $236.7 million 
and $1,230.7 million depending on the assumptions made and the 
discount rate u£edw To calculate these figures, the social 
returns for individuals had to be computed. The average social 
returns accrued by each student , including full- and part-time 
students, ranged from $3,078 to $16,008 depending on the as- 
sumptions. This amount was then multiplied by the total number 
of students attending a Maryland community college diiring the 
1976 Fall semester. - ' V *«S£ 

What is the 'present valug of the additional State and local 
tax revenues generated ^jrom the increased earnings? 

The present value of the additional taxe*s the State v and 
local governments will collect on the increased earnings of 
community colleger students is between $25.2 million and $77.6 
million depending on 'the assumptions made and, the discpunt rate, 
used. Thg cost side of th^ equation was primarily the* amount 
of foregone taxes the State and local jurisdictions did not 
receive for those stiidents who were either unemployed or em- 
ployed part-time. The tax differentials, which made up the 
benefits, were calculated by multiplying the earning differen- 
tials by 5.6 percent, which is -an estimate of the aveVage frac- 
tion of personal income paid In State and local taxes) exclusive 
of the property . tax. 

How much money did Maryland and the local .jurisdictions inve/t? 

The total contrib.ut j/on from State and local sources in\ 
FY 1977 was $68,3,16,884 for credit enrollment, including *re- 
stricted and unrestricted funds. A little over $55 million 
was spent for operating or unrestricted expenditures for credit 
enrollment . . 

What was the internal .rate of return for Maryland commun ity 
college sttidentsfin FY 1977? 

The average community college student who attended college 
during the 1976 Fall semester will receive almost a 27 percent 
return ©a his or her investment in higher education during a 
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lifetim^.* ' The percentages are widely varied according £o the 
ip,tatus 4 6f the students , whether they'were full- or part-time, 
employe^ or unemployed, 'male or female. The internal rates of 
return r^nge from 3.6 percent for par t- time female students 
who were unemployed while in college to more than 100 percent 
for full-time male students who were employed full-time while 
In college. Two major reasons for the disparities in the'rates 
of return were the foregone earnings of , the unemployed studedit^, 
and the' tendency forewomen tq drop out of the labor 1 force dur- 
ing some part of their careers. Women who do piQp: interrupt 
ir work careers can expect returns similar to those of men. 

What was the internal rate of return for the social investment 
made by the public and the students in FY 1977? * " ■ 

The average rate of return for the .social investment in 
an individual is almost 15 percent for Fall 1976 students. ^ 
The same' method used, to determine the pi^sent value of the -total 
social investment was used to calculate the social return . 
First, |J:he individual sociaL rate: of return was computed fromJ 
which t£he sysfemwide average was determined,,^ The social rates 
of return for the" different kinds of students ranged from 2.4 
percent for part-time female students who were unemployed while - 
iovxollege -to 45 .8 percent for full-time' male students who were- 
employed full-time while ; in college. 
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V»- PART III. SUMMARY 



Cost-benefit analysis is a technique for making decisions 
within a framework that has a wide range of considerations, 
both political and social. In simple terms, it is «a way of 
comparing all the costs with all the benefits. Because cost- • 
benefit analysis comes from the field of economics, many 1 
equate it with numbers, dollars, and cents. The process can 
be just as useful in measuring noneconomic factors, such)as 
the social^cultural benefits a community college provides its 
students. This study, however, focuses only on the economic 
costs and benefits, in ot^her words, the numbers, dollars, and 
cents. 

How can economic costs and benefits be measured in education? 



Educational expenditures have both long-range and short- 
range impacts on the economy r From tt)is perspective, the eco- 
nomic impacts of education are very similar to the impacts of 
businesses. 

Just as^ businesses invest in additional capital (e.g.. 
new buildings and equipment) to "expand their earnings , indi- 
viduals and society can invest in education .to expand earnings 
and increase productivity. By paying some costs in the present, 
they can generate greater return's in the future. This kind of 
long-t:erm investment is oftfen called human capital. 

\ . \ . • 

By measuring short-term impacts, businesses can better 
gauge the effects of their activities on a community. Colleges 
c^n make similar ( assessments £y tracing their income and ex- 
penditures throughout a region during a year. Funds enter the 
economy through the colleges froi^State and local appropriations 
from out-of-state sources, and from' student fees and tuition. 
The funds" are circulated through the economy by expenditures of 
the colleges for salaries, purchases of materials, and capital 
-building improvements.' 

How ca n the numbers be used? 

' — ; — : # 

. * This, study can improve community and .college relations by 5 
revealing' the interrelationships that the area and college 
share. Political leader* can be made more aware of the tax 
burden and tax revenue benefits that the college generates. 
Faculty and staff can be. made more aware of their immediate 

* 29 



32 



/ - • \ } .30 



contribution to ; the Vommiffiity and State. And finally, tax- 
payers can see that the outlay of funds in support of community 
colleges 'does not jus\ disappear 

WhA$: don 1 1 ' the numbers ^show? 




Colleges are not banks ; they do not " propo.se to make money 
for investors. They do try to enlarge a student's world by 1 
introducing new . people', , newyactivities , and new ideas. Even 
the most accurate estimates Vnd'proj ections of economic impacts, 
salaries, fringe benefits, air^ employment; levels . cannotyreveal 
the value of a college. 




Several technical limitations also should be recognized in 
tHls study. Actua^ figures for most of the critical information 
were available. Because new information was not collected, es- 
timates based on similar t studies , aggregate data, and judgment 
sometimes were necessary. There-also is no way to add all bene- 
fits in a credit column and all costs in a ' debit • column to come 
out with. one neat answer. Some expenditures and costs could be 
listecHmore than once, ; and other values, cannot be* k^ded^to , or 
subtracted frbm\ one another. \ 
' \ 

Cost-benefit analysis does not pretend to be a perfect 
technique, but 'it can be 3*1 effective tool. Decisions rarely 
should be 'based on numbers alone^no matter how sophisticated 
the technique. This does nqt render quantitative analysis use- 
less. When and ^ow to'NjLse 1 anV^tool , incloiding^ quantitative ' 
analysis', require\s carefiul/discrimination. 

STATEWIDE ECONOMI^IMPACT OP MARYLAND COMMUNITY COLLEGES 

x Although all the impacts originate with the activities of 
the seventeen confaunity colleges, there a^.e two basic channels 
througtF which they flow into' the State: the institutions them- 
selves acting as corporate bodies an£ fehe faculties and staffs 
of the colleges. All figures are for the 1977 fiscal year uiT* 
less otherwise specified. ' ^ ' 

■ - BUSINESS SEQTO.R * 

Wh at was th^totaj impact of expenditures by the, Maryland 
:ommunity colleges and their staffs? 



cc 



Total direct and indirect expenditures attributable to. the 
•seventeen colleges, in* 1*976-77 were almost $124 million. Of 
this, almost $62 million were direct expenditures by the col-- v 
leges and their , staffs, including' in-State expenditures by. col- 
leges for goods and services, by in-State faculty and staff for 
housing, goods, and services, and by out-of-state employees for 
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goods and services. Art ot tier $62 million were indirect expendi- 
tures by local businesses and individuals in support of their 
college-related business volume. Indirect expenditures*' are 
computed by applying the accepted multiplier effect of 2.0. 

What were the sources of fu nds for Maryland community colleges 
in FY 1977T 1 5 — ' 

Maryland community colleges in FY 1977 received & total of 
$28.6 million from student tuition and fees, $37.7 million from' 
State sources, $13.8 million from local sources, $4.4 millibh 
from /f ederal sources (not including pass-through funds received 
by tpfc colleges for student aid), and $2.1 million from other ' 
sources-. • 

How much Maryland business property exists in support of the ex- 
penditures of Maryland community colleges and their employeesT 

Almost $53 million* worth* of business property , including 
both' real estate a^nd inventories, .exists in order to service 
the colle^efc and college-related business 'transactions . , 

How much did the credit base^ of Maryland ' s«. -banks expand as a 
result of Maryland community collegesT 

Maryland's, credit base was increased <by about! $25 million 
as. a 'direct consequence of college-related deposits of faculty 
and staff and tHe colleges themselves. 

How much State business yolum^ was unrealized^ in vthe, busings^ 
sector because of Maryland community- colleges? 

The receipts from college-operated cafeterias, bookstores,,., 
day care centers, and other auxiliary enterprises made up 
about $5,6 million of foregone business by. State enterprises f 
This dogs not take into account the proportion of business that 
exists only because there are colleges.. t* 

GOVERNMENT SECTOR 



How much tax revenue and transfer payments did the State 

, of Maryland receive becausi jof the, presence of the colleges? 

- : — — ^ - ; I 

Maryland in 1976- 77/ received cash revenues of about $9 
million f^rom taxes p^aid by faculty and staff, from the federal 
government, and from taxes on business property allocable to 
college transactions. A 
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How much revenue did the local .jurisdictions receive because 
of the presence of the colleges T ~T- 

■ , ■ if 

Local jurisdictions received^an additional '$^8 . 7 million* 
directly or indirectly from the community colleges , through 
State and^ federal aid < including aid for the colleges, but not 
federal student raid) and other local government receipts de- 
rived from the . colleges , their faculties and staffs, and the 
related .^business activity. 1 

How much did it cost the State of Maryland to provide services 
for colleges and . their staffs? : : ' 

On the, cost -side of the ledger, the State provided services 
for the faculties and staffs of the colleges valued at more than 
$8. 8 ^million; $1. 9 million of "this repre^e^ts the cost to M tt).e 
State of providing public school education for the children of 
college' personn'el and the balance^ $6.9 million, represents the 
expenditures for services other than education. ' ^ 

What is the value of State property related to services' provided 
for the colleges and their employees? ~~ ~ 

The. value of State property that exists in support 'of. 
college*- related personnel and business is estimated at $1.3 
million. ' • 



How much State real estate taxes were foregone 'by the St)ate 

of Maryland because of the tax-exempt status of the, c olleges 
. » in FY 1977? . " : : ' s 

/ v < y . * ■ / ' , • • 

. Foregone State real -estate taxes on the college's tax- 
exempt property were estimated at $22, 000, at a' tax rate- of 
$.23 per $100 of assessed value. 1 

How much local 4 * real estate taxes were foregone by the local 
jurisdictions because of the tax-exempt status of fie " ~ 
colleges ? " [ ^ - 

The local jurisdiction^ were not able to realize another 
$557,f)00 in real estate taxes because of the colleges ir^ 
FY 1977. However, the' colleges self '-provided over $l^fnillion> ; 
in public municipal? type services , # such as security, street 
lighting, road maintenance , and garbage collection. . . " v . 



GENERAL EMPLOYMENT 



How many full-time jobs are^ available i n Maryland because lyj 
of the colleges? ~y r • 

About 6,700 jobs in Maryland are a result of the activities 
of the community colleges, 4,450 of these directly with the col- 
leges, and 3,250 created as a consequence of college-related 
.busines.js arid government expenditures^ The total number of jobs 
were calculated with a conservative employment multiplier ef- 
fect of 1.5. ' r : • 

-a 

IMPACTS OF HUMAN CAPITAL INVESTMENT IN M ARYLAND I COMMUNITY * 
' .COLLEGES , T~ ~~> [ — * 



How mu'ch mkre money in present dollars- will a Maryland 

community college^ student earn during his or her life ' 
* than a high school graduate? - ' ~ 

On the average, between $4,346 and $17 , 345j depending, on 
the assumptiorfs made* and the discount rate selected. Costs • 
include the amount the student spends for tuition, fees, bopks, 
supplies, and foregone earnings. Benefits are the difference 
in earnings between a high school graduate and a person with 
less than three years- of college. The conservative est imate 
was computed with a 10 percent discount ' rate , no 1 growth adjusts 
ment and a 25 percent ability factor . The more liberal esti- 
mate used a 5 percent discount ; rate , a 3.5 percent growth ■ 
adjustment and |i 15 percent afci-iifiy factor. V- . 



Hofo muoh more money in present dollars* will be earned ' 

by Maryland community college students enrolled in college 
in the Fall 1976 semester because df the total investment , 
by the State of» Maryland, the local jurisdictions, and the / 
students themselves? " : ! ' ; " / 

• ■ ' ~ ^~ ' • ( ' 

Using social, humafts, capital estimates, the present valued 

of the increased earnings of students is between $236 . 7 million 

and $1,230:7 million depending on the assumptions made and the 

discount rate usedTA The social benefits for individuals ranee 

from $3,078 to $16,008. 

What is the present value of the additional State and local 
tax revenues generated from the increased earnings? ' 

The present value of the /additional taxes the State and 
local governments will collect or) the increased earnings of 
community,, college students is between $25.2 million a^d $77.6 
million (exclusive of property tax)* depending on the assump- ' 
tions made' and the discount rate used. _ 
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How much money did Maryland and the local jurisdictions invest? 

The total Contribution from State and local sources -in 
FY 1977 was $68 , 316 , 884 for, credit enrollment , including re- 
stricted and unrestricted funds. A little over $55 million 
was spent for operating or unrestricted expenditures for credit 
enrollment. 

What was the Internal rate of return for Maryland community 
college students in FY 1977? 

The, average community college studient will receive, almost 
a 27-perc^nt return on his or her investment in higher educa- 
tion ^during a lifetime. The internal rates of return ranged 
from 3.6 percent for part-time female students who were also 
unemployed while in college to more than 100 percent for full- 
time, male students who were employed full-time wHile in col- c 
lege. . - . 

What was the internal rat^ of return for the social investment 
made by the public and the* students in FY 1977? 

The average rate of rfeturn for the social investment 'in 
an individual is about 15 percent. The social rates of return 
for the different kinds . of students, ranged from 2.4 percent 
for part-time female students who were' unemployed while in col- 
lege to 45.8 percent for full-time male 1 students who were em- 
ployed full-time whiB? in college. ' 
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REVIEW OF THE LITERATURE )' \ 



HUMAN CAPITAL INVESTMENT 

Intensive interest in the prbposition that education is an investment 
,in human beings originate*! with Theodore Schultz in 1960. Since then, 
establishing the specifics of a causal relationship between education and' 
income has continued to dominate the 'writing in human capital investment. 
Kastner [16] notes that research no longer is 'directed toward the Validity 
,of the human capita!^ concept / but is now concerned -with determining its 
value. 4 » / 

The approach most used in human capital research contrasts the future 
lifetime earnings of people of lass education with* people . of greater edu- 
cational attainment. Alexander [1] believes that this rate-qf-return method 
is the most precise because it related not only benefits but also costs. 
Becker's [3] classic study, for example, showed a very sjjbstantial private, 
gain to white male college graduates, as compared to high school graduates. 

To calculate a rate of return, it is necessary to know how much an 
education costs, how much the college-educated earn compared to those with- 
out a college education, andt how much those future earnings are worth today. 

The costs of education |nclude direct expenditures for salaries, sup- 
plies^ etc., and in/iirect or opportunity costs that take the form of fore- 
gone student incoraeor foregone tax revenues. [23] Thei;e has been some 
controversy about including foregone .income as a cost component. Schultz, ■„ 
Cohn, Blaug, and othe^p feel that it should be. included and that a downward* 
bias in costs will be created if it ,is excluded^ [20, 8, 5fr> Becker claims 
the dominance, of foregone earnings and the relative unimportance of tuition 
can be vividly demonstrated with rate of return calculations.- [3] 

The economic value of education is distorted by factors, such as' 
intelligence, parents.' education, sex, and fac^. The. degree to which edu- 
cation contributes to higher economic returns is often disputed. Raymond 
and Sesnowitz [19] contend the/income differences between educational cate- 
gories are likely to be overstated since those with more income are more 
apt to have greater ability. Much work has been done recently in an-at- • 
tempt to separate the effects of- education and ability on earnings, but no 
clear consensus has been reached. Becker, however, joints, out that econo- 
mists have been aware that conventional measures of ability, while relevant 
at- times, do not reliably measure the talents required to succeed in the 
economic sphere, [3] Hause' [13] also feels that, adding an ability bias 
has been somewhat misdirected. Others have consistently corrected final f 
earning differentials by 15 to 33v percent td,aecount for ability differen- 
tials. [12, 19,. 3, 23] In a study designed to determine the ability factor, 



Weisbrod and Karpoff [24] estimated that about one fourth of the difference 
between the mean earnings of college graduates and the mean earnings of 
high school graduates as shown by Census data is due to noneducational 
variables. > 

j Long payoff periods also effect the rate of return on a college edu- 
cation. . Becker notes that the' length of the *payof f period increases the • • 
difficulty of anticipating a gain from college. While business investments 
often pay off within five or ten" years , the payoff from college takes much 
longer. [3] pais affects the determination of an appropriate discount rate. 
Selected discount , rates- used to compute lifetime earnings were usually 3 to 
5 percent. [12] Internal rates of- return, or computed discount rates of . ' " 
community college students, ranged from JL6.'8 percent*for white males with 
no ability adjustment [19] to 2.2 percent, for' nonwhite males. [14] Kastner^ 
found the direct returns 1 to individuals who acquire a, community college edu- 
cation represent an annually compounded interest or discount j^te of at 
least 5.6 percent for males and 5.88 percent for females; [16] * ' / 

Another factor affecting the time span is the normal growth of the- 
ecbnoray. Studies show that some allowance^or ' growth rates are probably in 
order for cross-rsect^ional studies, which measure 'earnings at one-%point in 
time as opposed to cohort studies which trace a group's earnings over a 
period of time. A 3.5 percent increase" per year seems to be an accepted 
rate. [19] 

0 * 

.\ ' * - 

Becker also suggests that data should be corrected for mortality [3], 
but Raymond and Sesnowitz argue that it has virtually, no impact on the rates 
of return." [19] 

The social economic gain from education,' the gain to society a^op- 
posed to individuals, differs from the private gain' in costs and ^benefits. 
Direct costs are obviously greater to. society than to students because sorat 
of the expenditures of students are paid out of public and private subsi- \ 
dies. Raymond and Sesnowit2 shpw that in all cases the social" rates faj.1 \ 
short of the corresponding private rates. '[19] 

Another way of looking at social benefits is by estimating the bene- 
fits k in the form of future tax returns. Hansen and'Weisbrod found that in 
no case do State and local taxpayers recoup the full v^lue' of their invest- 
ment, in higher education. [12] * * ■ J 

Economic benefits found by rate-of-teturn analysis, :or any other. eco- 
nomic tool currently in use, fall far short* of a complete determination of 
social and private benefits accrued from investing in education. Education, 
however, still possesses formidable economic benefits, ' implying' that in- 
vesting greater sums Ip the" development of human capital through education 
is sound economic policy.* > " " - 
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ECONOMIC IMPACT ANALYSIS 
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The economic impact analysis ia actually a series of linear cash-flow 
formulas which include only what can , be readily counted. The formula at- 
tempt to identify who is spending, how much is spent, what is being bought, 
and where spending is 'being done. .They do not show political, social, or 
aesthetic impacts or the effects upon the community of the cpllqges' human 
resources. They do measure dollar outlay arid provide simple indicators for 
planning. '[7] ' 

Most of the effecfs considered in an economic impact analyses are cur- 
rent and short range. They are not concerned with the ultimate impact of 
the college upon the community, and they do not consider wha,t a community 
might have been like without the college/ 

One of the problems associated with economic impact analysis is the 
determination of the multiplier effect. The purpose of a multiplier is to 
reflect the final impact of an initial expenditure.' The smaller and less 
self-sufficient the region, the larger tne portion of ^respending that leaks 
out and the smaller the multiplier effect of the original investment. ^The p 
larger the region, the greater is the total cycle of respending recaptured 
by the region, -and the larger the multiplier. [15] A multiplier effect of 
2.0 is generally accepted for\a Statewide' region. * [4, 11, 21] 

The results o^f studies employing techniques of eo<5nomic impact analysis 



* w-j. ^i_uu-l<^ ciupxu_y±n5 ucLiuu^ue& ui cy-unuiaxc xmp ac l analysis 

have generally founti that nonprofit, nontaxed instigations have a capacity to 
generate employment \and millions of dollars in personal income through what 
is in effect interregional trade. "In addition, the subsequent** expenditure of 
that income in the local economy can make an important contribution to eco- 
nomic growth. >■ \ . 



A study of Virginia community colleges, for example, demonstrated that 
higher education institutions give more to the communities than they .take. 
The business volume generated by the presence of the community 1 college system 
exceeded the State's appropriation for the system by 142 percent for the 
eight-year period of the study. [25 j Other studies also have shown signifi- 
cant benefits. The operation of Harrisburg Area Community College contributed- 
.£rom $2 to $4.5 million annually to the cash flow of the local economy, while 
the &otal operating budget of the college was '$3.8 million for the year in 
which the estimate -was based.' [22] 

The Johns Hopkins University , through nonprofit, was found -to rival a 
number of Baltimore's major local businesses in total volume of local busi- 
ness expenditures. - Total direct and indirect expenditures attributable to 
Hopkins in 1972-73 "were more than $137 million. However, it receives more 
in services* from .the City than it contributes in taxes. The tax-exempt status 
perhaps recognizes contributions of those unpaid services to' the community. 
[17] , - ■' * ,.. ' 

V 

A similar study at the University of Rhode Island showed it -generates 
about $81 million of business in the state and $31 million in the, local 
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area. [6] Another study of higher education institutions in North Dakota 
- fouA th^t for each dollar the state appropriated to higher education, the 
colleges and universities returned $2.10 to the economy of the state, and 
that total college-related spending provided the state about 10,000 jobs. 
[9]' Garaber's study of St- Cloud State University, Minnesota estimates that 
university- relate^ spending in the St. Clou$ area in 1975 amounted to more 
than, $27 million w^Lth an ultimate effect of nearly $59 million. [10] 

Most studies indicate that by its presence a college can generate a 
considerable dollar volume of spending, create jobs, and add stability. 
Measuring a college's economic accountability-can also provide a frame of 
reference in which to evaluate the college on other more important criteria 
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